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SUMMARY OF BILL

This bill would provide that, in the case of two or more entities that file a
combined report in the computation of their California tax liability, only a
single minimum franchise tax shall be due from the affiliated entities included
in the combined report.

SUMMARY OF AMENDMENT

The April 14, 1998, amendment deleted the language regarding reducing the minimum
franchise tax from $800 to $100, and added the language discussed in this
analysis.

The Legislative History, Program History/Background and the discussion of the
minimum franchise tax in Specific Findings in the department’s analysis of the
bill as introduced February 28, 1997, still apply.

Effective Date

This bill would apply to income years beginning on or after January 1, 1998.

SCS Agency
Franchise Tax Board
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SPECIFIC FINDINGS

Existing state law provides that a corporation and its related corporations that
conduct activities within and outside of California as a part of a unitary
business are required to file a combined report to compute California income
subject to tax.

The combined report is a means to divide the income of a unitary business among
the taxing jurisdictions in which the trade or business is conducted.  A combined
report is not a “tax return” but merely the name given to the calculations by
which multi-entity unitary businesses apportion income on a geographic basis.

The entire amount of unitary business income of all corporations in the unitary
group (including unitary members with no property, payroll or sales in
California) is aggregated in the combined report.

The combined business income of the unitary group is then apportioned to
California using the apportionment formula.  Income apportioned to California is
then further apportioned among the unitary members subject to tax in California.

Current  state law provides that each California taxpayer included in the combined
report must file its own tax return using Form 100.  However, some unitary groups
may elect to file a group Form 100 and report the sum of the separate tax
liabilities of the unitary members.

State law provides that members of a unitary business are taxed individually and
that each affiliate doing business, qualified to do business or incorporated in
California is subject to at least the minimum franchise tax.

State law also provides that all limited liability partnerships, limited
liability companies not classified as corporations, limited partnerships, real
estate mortgage investment conduits (REMICs), regulated investment companies
(RICs), and real estate investment trusts (REITs) organized as corporations in
this state are subject to a tax equal to the minimum franchise tax.

This bill would provide that in the case of two or more entities that file a
combined report in the computation of their California tax liability, only a
single minimum franchise tax shall be due from the affiliated entities included
in the combined report.

Policy Consideration

A single corporation would pay the same $800 minimum franchise tax as a
combined entity that may have several members enjoying the privilege of
doing business in California.

Implementation Considerations

A combined report is not a tax return, it is a report used by business
entities to calculate each business entity’s California income tax.  The tax
liability of each taxpayer is then calculated separately.  It is unclear how
the minimum franchise tax would be paid using the combined report.
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Because the single minimum franchise tax for two or more entities that file
a combined report would apply to income years beginning on or after
January 1, 1998, refunds would need to be made to each entity that paid the
minimum franchise tax separate from the combined report.  Issuing these
refunds would create a minor additional workload for the department.
Otherwise, implementing this bill would require some changes to existing tax
forms and instructions and information systems, which could be accomplished
during the normal annual update.

FISCAL IMPACT

Departmental Costs

This bill would not significantly impact the department’s costs.

Tax Revenue Estimate

Revenue losses are estimated as follows:

Income Years Beginning After December 31, 1997
Enactment after June 30, 1998

$ Millions
1998-9 1999-0 2000-1
($20) ($13) ($13)

This analysis does not consider the possible changes in employment, personal
income, or gross state product that could result from this measure.

Tax Revenue Discussion

Revenue losses would depend on the number of combined entities that under
current law are subject to the minimum franchise tax.

The above estimates are based on prior year tax return data.  Approximately
16,400 corporations would be impacted from this change.  These estimates do
not reflect any behavioral impact that might occur as a result of this
change.

BOARD POSITION

Pending.


